The paper examines the impact of political risk on stock and foreign exchange markets in a comprehensive sample of sixty-six countries and twenty political risk indicators mostly covering the financial crisis and recovery periods from May 2001 to April 2014. The impact is assessed on return, volatility and jumps series of monthly frequency. Evidence reveals that Europe is mostly at higher risks generated from economic crisis; whereas, political risks explain the high volatility and discontinuity in international stock and foreign exchange markets in other regions.
Methodology
Monthly realized volatility is estimated by the median realized variance (M RV t ) which is considered as the best alternative jump-robust estimators of realized variance introduced by Andersen, Dobrev and Schaumburg (2012). The (M RV t ) is defined as:
med (|R t,l−1 |, |R t,l |, |R t,l+1 |)
where R t,l is the daily return for l day within month t and l = 1, .., N is the total number of daily observations within a month.
Jumps are detected in accordance to a non-jump volatility measure. Corsi et al. (2010) showed that the threshold bipower variation estimator is substantially better than others for such purposes. The threshold bipower variation (T BP V t ) is given by:
where I {·} is the indicator function and the threshold function, R t,i is the daily return series and t is time in months. Barndorff-Nielsen and Shephard (2006) developed the jumps detection scheme based on bipower variation; and recently, Bekaert and Hoerova (2014) used the T BP V t dependent jumps detection scheme successfully. Another recent study on jumps from realized volatility is Duong and Swanson (2015) . The jumps statistic is:
where RV t is the medial realized volatility (M RV t ) 1 , and T Q t is the realized tripower quarticity which 
where X i,t is either return, volatility or jumps series of a country i in time t (in months); P ol i,t is any one from the twenty political indicator as split into five categories. Control variables are: inflation rate
and interest rate (IN T i,t ). Newey-West robust standard errors are employed across all empirical analyses.
1 The RVt is employed in the jumps detection scheme in order to comply with the literature. 2 There are not significant changes in intensity and magnitude of volatility jumps for a 99% significance level.
other regions indicating a greater exposure of vulnerability in both markets.
[TABLES 1A and 1B ABOUT HERE]
The results of the average political risk indicators (Table 2) suggest that North American region is less risky and provides better government stability, socioeconomic conditions and investment profiles, compared to the other regions.
[ TABLE 2 ABOUT HERE] Table 3 reports the impact of political risk on the international stock and foreign exchange markets.
Most of the political risk indicators have a statistically significant impact on international stock and foreign 3 For the purpose of the study, stock and foreign exchange daily data are converted into monthly frequency. 4 The names of countries and their respective stock indices and exchange rates are available upon request from authors. 5 For quarterly data, a linear interpolation based on the monthly ones, is implemented.
exchange markets. 6 The results show that with few exceptions, less political risk decreases the returns, volatility and jumps in both the markets in North America. In contrast, less political risk increases the returns, volatility and jumps both in terms of average and maximum in Europe in both the markets reflecting that less political risk is unable to control the volatility and jumps in Europe due to the more volatile economic risks. However, a greater political risk imposes higher risk and volatility in both the markets in Greece. shows greater risk evolving from the economic crisis than political. Also, the country-specific macroeconomic fundamentals significantly explain return, volatility and jumps series.
Policy makers should incorporate the political risk factors while considering the market participations.
Financial institutions and institutional investors invest most of their portfolios in stock and/or foreign exchange markets, the significant impact of political risk requires that the diversification benefit should be considered. In particular, the North American region should be considered as the region whose financial markets are mostly affected by political risk; whereas, Europe is the region whose financial markets are embedded with systemic risk in returns, volatility and jumps due to the economic risk. These results are in line with the ongoing European debt crisis. 6 The minimum values in Table 3 suggest that higher political risks (lower value of political risk indicators) increase the return, volatility and jumps in both the markets in all the regions.
7 Greece represents the minimum values for Europe in Table 3 . 
